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Dear Sir ‘or Madam: -

“We haverconsidered your qpplicat_-iori‘.,for q}e’qp,gﬁ'ii:,ion' ‘of e*e:’ript‘ic"ih -
Federal income tax under the Provisions. of- é'e'éi:i‘ori“50'1-(‘c)',3‘(3').'"df"_t-'he'

-~_. Consideration was given to whether You, qualify for exemption under

. other subsections of section 501(c) of the Code ana we: have: concluded
tha.t‘_-.you de not. : A o " T TS rencluded

. .‘,.--._.. . " . . ) . . . . "' . . . .t . -.. ;

.- As your organization has not established exemption froni. Fedéral income.
tax, it-will be necessary for you to-file an-annual income :tax’ réturn
on Form.1041 if you are. a trust (- Form 1120°4if ‘you are.a:. corporation
Or an unincorporated association. Contriburions ts you areinot ..
deductible under secticn 170 of the Code. ., - L ey T

o~
X o T

. If you are in -Agreement with our ér-op'fdg-é 4 éiénié_ J.",’ .,«Meaéézz-ﬂéh and;
re':‘;m one copy of the enclosed Form 6018, Corisent 'fo . Fropaged :Adverse
Action. ' L RO

-~ ew *e .
< . o'

: You have the right to protest this proposed determination’if you . -

"u believe that it is incorrect. TS protest,: you .should: submit -a written

»" . appeal giving the facts, law and: ‘other 1tifdr_thé§:‘:‘.qn';.to; support your
position as explained in the énclosed Publication:§92;. MExempt: o
Organizations Appeal Procedures for Unagreéed Isshegy: - The .appéad “must

* s

be submitted within 30 dayg from: the date of "this letter-and must:.be.
‘signed by ¢ne of your principal officers. You :hay. requést ‘a, hearing
with a member of the Office of° the. Regional. Pirector of: ‘Appes.ls.‘when
you file your appeal. If a hearing is requested, .you will b -Eontacted
to arrange a date for it.  The hearing ‘may-be”Héld' at’ the: Regiodnial = -

¥ " If you are to be repregented by somedhe who''is' not one’of - your .

Office, or, if. you request, at any .mub_u‘a‘l],'y'._cpnyenié,n‘t:,.D‘ia’tric‘b'Off.ic,e

»

principal officers, He or she nust'file a ‘Properipowser:of attorney and ‘..

e

other wise qualify urider our Conferende and; Practice Requirement siag. .

: set forth in Séction §01;502-0f- the:'Statement: off Procedural Rules: .'See’
P Treasury Deparument Circular%.uo.é 23.01. .'.. 8 ',-_~ ad _»,x“'.;':‘:.":'-2-".:_'-::'.:", ‘:'. g, e S 3
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. -Bection, 501 (¢) (3).-0
' ¢ its icable Income, Tax ©' " .
that you 8 nop-aeg, 95, the available:infommaticn; we have Bettriidd

that you de not qualify for the reasons-. 8ét forth' on Enclosure I.: :+
e . \ - [N ) L oo vy Ve :"' Teer T ’

Code af. 1986 ‘and '1“1':8‘-.5!!;'!3.1,:

Consideration was given to whether you Z&&a}.iﬁk fq;exempt:.onunﬁer
other subsecti.ns of secticn 501(r) OFf the code .and we” have ‘concludeq
‘that :you 'do not. \ A A S R ool vl
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~ As-your organizatien has ot established :exempt i p£xom’ Fedaral’ incone.
tax, it will be necessary for you to -file. an annu @'}-":incpme"..t:a:'é:; return:
on Form 1041 if you are a trust or Foim.1120- if yourare a: corporaticn
10’ an unincorporated asgociation.. Com;ri'bgtioné:.'c'o.yii(x':'z-irefndt' -
deductible under section 170 of ‘the Code. -, .o~ "~ Tl

PRI, . . ¢t B

2

L0 e .

“If you are in agreement with dﬁr--':p'rdﬁ&s_éﬁ,%c‘!é'r"iila'i‘,"pleéé‘é’r'_,é{i'g'n and:
return one copy of the encldsed Form 6018,i/Consent to_ Proposes "Aduerse.
Action. . . i LT RS e, Raverge
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You have the right to protest this Proposed-determination if you SRR

believe that it ig- incérrect. To-protest’, "you. should. submit'a ‘written
appeal giving the facts, law 'a‘x;.”d.'of;pg‘j;‘-“,\infomat'j,on-.;tq _support:your: T
position as explained in Lhe ex_’x'cloé"ed;.sgubl'i.bgtiofq.ﬁ..e.e?..‘..._',!Exempt_-'g;.{::;:. S
Organizations Appeal -Procedures £613.;Uriag_z;eegl“.lqsuejs'.5-’:*_'-.,;;- The -appeal: mitst, :
be submitted withir 30 days from the :da‘te::’qf«Iti_zj._s:“léttgz;;'ayi‘gi‘must'--.l;_’e Rl
‘signed by one of your principal ,o'ff,'.i:gg’xga;g . You pay; Tequest. a"hearing. *
with a member of the Office of the Regional: Director ‘of ‘Appeals:iwhen -
you file your appeal. 1If a heaxiug. is ‘requested; you “will be _contacted.
tq drrange a date for it. The *hedring may.be held -at.the Regional. .’ _
Office, or, -if you request, at any -mutuallyi'conven ent. .l_"J_i,S‘t;;fiC.t_ Office.
If you age’to be represented by ‘s_dme,o':u,e_"._wh_b--‘i,‘;:;nc':t‘-..-"one of your &7 S
principal officers, he or she must f,i]_;,e*_a’:-p;:oper'powe.r-. of _attorney :anc}..,_,
other wise quulify under our ’!:pnfc_«,re_‘n_cg'.agQ,;P;ac,tice'._,}geq;urements asg ;i
set forth in Section $01.502. o2 the Statement .of ‘Procedural Rules. . See _
Treasury Department Cicculdr No. 230wy LS L : L
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If you do not protest this proposed determination in a timely Wanne®™’' *~
it will be c¢onsidered by the Internal Revenue Service as a failure to .
exhaust available: administrative remedies, Bectidén 7428 (b} {2) .of the

Internal Revenie!codé provides in part that:

A declaréﬁbiyqfﬁagemehé of“&ecreé.undér'chiakfgcéion'éﬁail."
not be issued in:any Proceeding unlesg the TaX. Court, the .

GLaimg'CourﬁJ;bgiche‘district;court of the.United States'forz

If we do riot Hear from.you within the time specified, this will become
our-final determinétiqn.**xn that event, appropriate State officials
will be notified of this:action in accordance with the pProvisiong of
section 6104 (¢) of the.Code. * * S )
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. : . wa " the .S.t:.alé_e of -on
' The Applicdtio for ition. of: Exempt under .. ..
Section’sol(e) (31, Form: 1073 was iled or. P

'."'.,....:":t'.'.'-. RN et .
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The Articles of Incorporation’ providés amohg its g

: aon’ ( 1rposes. the - I
fol;ow;ng: to organiﬁetpeqqip{fdperate-and,maint ﬁn.a_residential -
facility for troubled.yguths. afid to provide. education and counseling '’
gervices to such youths pn@f@o:prbvida;adeqﬁate:éupervision and o B
guidance. The Articles “4f . Incorporation -states that the organization: -,
will receive funds, and contributions for  exclusively charitable, . .. 5

LA - e

religious, educational and ‘scientific purposes. . ,

The' Code. of Reéulat;.ior;s_jioy};_él_é:sjftﬁai: ‘the’‘organization is to be ‘¥ .
governed by a Board of Txustees. ¥ ‘The Bosid shall .elect .officers. -of-"
EEhe Trustees. . .ol

which the president shall. be:one:;

R £l

The - application, Form 1623, pygvigegythe‘ggg;activig;ég*gf_tghf.§_Q;vf:
organization will include the provision ‘of -comprehensive. regidential

. treatment services, such-as.varidus 'types of therapy,’.basic “living. i U7

skills, and on grounds séhool-i .The'children are admitted dirsct ly ’ii'it"é’),::*j
. Ml £xon.children's. Services Buxeau and. . o
juVenile Caurt Se.ttings . . . " . . . -»\ ‘.-' .:.‘. .:' . "-.. BN o A e

; <
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The application revaals-that, ’tl{e";oi'g'ag'xiizé.ﬁién shares a ‘facil.itiy'.wit.‘ll";f-a’..f .

for profit organization,w_.’-,which_‘_is #med by B and - . e
’ h ‘The foi: profit - organization also og@rates a residentiali
care facility. Both MMM ‘and: sexve on the Board of ..k
Trustees for o serves as the. '~
president. P s Ot e T e T

19,5 B .
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The organization has i‘ndi'éagegl'-.;hat(:"-.,it.has. entered..into a.managemerit’;;”
contract with BN, Whereby ‘services are provided by the: for. ..
profit organization to ~t‘hé.;;'non‘p;':éf‘it,f.brganizdtion'“ for a fee. LwThis! "=
‘contract was not competitively:] .The “terms of the contract’ were). .
determined by an allocation of: otal costs of ‘the facility. - - s
allocated over the total ‘npumber. of ct'i;i.-ldren;.-,‘-'.:'Employ,ees"of the ‘for-.

+

-

profit will sexve as the embldy """.;'of,__g;_hei‘.;‘nc_;’ri‘b’z"gfi_’;g-:;g.,=_ S
The application further iﬁ'ci‘i".;aft';é_:?é‘ﬁéf-,éhé&f;.éig'aﬁiz’at'ion' is an .° dind

‘outgrowth" of the for profit .corporation,;. . -and that. the’ .
."outgrowth" was necessary =in"oner .to.allow.the. governmental -.agqnc;i‘e,s: v
* who fund the organization .for:.eligible ‘speci

H

-,

al needs children to e

receive reimbursement: urider Title IV-E (4E).- The application indicates;’

that the for profit organization will continue to_ operate as a . . e

residential center for.youth mot ‘subject to the 4%@‘ rules. : : B
-, ‘,.L'_..- “':"-“ s, . . ". “. ., . h




for the exemption from Federal inqqmgjtgxg

Section 1.501(c) (3)-1 (a) ()" of the Tncéme:Tax -Regulations ‘states: ..

In response to our request for.copies ,céptribté“fd'whiéﬁf§5ﬁﬂ§§é”§?*'
party, the organigation submittedgﬁépgmqntagWith;qhe;name~qﬁ the ..o - °

organization unde;;which;ﬁgekfogﬁprdﬁiﬁﬁo;gani_ tion ‘does business,. °:
h stating that 'a spécifi “county“was unwilling to entey .
inte contracts with ' S

“uriléss .they obtais. -
Title IV-E eligibility, = = . iges. Ehey obtain .

#..
Sy, foae Tl
SN R

The sources of financial’sppﬁéx;ﬂférDthé{brgépizatidnl%ilidiﬁcihdé
county and cour: per diem rates,. grants," and ‘donations.. These  Funde . 5
will be expended on rent,_fpddi"sqlqriesfntehidle;‘lauhdfy;“Offiée'Kngig
supplies, counseling educigiQQ.gnq~vafidﬁ§;6ﬁher"EXpéh§ésjw’BasédWBn'“ni
the information submitted, the%majoﬁiﬁygbffqxpenseslwili.Sé.payablé“"ym
under,qu,Manageﬁenggg¢g§#§§g$ Thocelo S L e AL

1
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Section .501 (c) (3) of the Iptééﬁéi"eﬁén&éﬁbé&€:ofﬂisbﬁ-Tfaﬁiéég;;hngﬁgfg;

.. :- et S, “,"‘ ."_ we, YLt _.,i.:':...:"\. -: .‘-:. "":"’-;' ;‘:"‘-... i ‘

» Organizationg organized.and'cﬁéxatédjegclusivelyqﬁdr',harfﬁab;égknf;a
re}igious or educational-purgpsesgsnggpér;¢Q£}thbiﬁétgeafninggﬁofj 2o
which inures to the benefit of any,pniyggg.sh??@hbldetfgr;indiv£d§3¥§%

W
5
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In order to qualify updgb‘gedtidh‘SOl&b)ﬂ;} éfﬁthé‘Code}*anfﬁwgﬁ:“ici.
‘organization must be bqth,Qrg§ﬁ§zeduandwppg;at' -exclusively for one: |
Oor more exempt purposés, “If aﬁjQrgdnizaﬁipngfsglsgto;meet?githerﬁtﬁé"
organizational or operatidhg}ctgsgiL§§}ié‘@ot"exéhptgkijﬂ" N

LR 4 P

Sty i

Section 1.501(c) (3)-1(c) (2) éf}ghéfg%gﬁ %tiSﬁE;ﬁtéﬁés:tﬁat ah”:fﬂ¥_f?f

[exempt purposgs,”
.waole. orin: 0.1 benéfitﬁofgprivaté“‘
shareholders or individuals. " - . \#ggfw-;gvb-.'fhﬁ;,%;;:: AN RN

et e e

organization is not operabgd'exclpsivgly §9r~one;or more -exempt pur

PO P R SRR N LR,
Section_1.501(c)(3)-1(d)(1)(iil,cf tﬁéﬁgggnlations;states:thag an ol
organization is not oPeratgd~qxclusiv¢;xhfqrrbhéﬁozfmore:gxempt*purﬁésgs?‘
unless it serves a public rathefj;hpn&dﬂpr&?a;etiﬂtq;gat}L'Itvmggt;nptqhe
operated for the benefit of desigga;eggind}&idualé“b:ﬂ;he persons.who *
Ccreated it. P I I S
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In fternatio 1= Post g -1 QUIIMLES IO 2X ,; .TCM al

L ] aauate Medical Foundation:v: . LLE8Jone iy .
he Tax Court ﬂonsigeﬁeqftheﬁQﬁaLiﬁicétﬁon:ﬁpniexemptibnxupqen ;
section 501 (¢) (3) of. the Code: of ‘4 nonprofit corporation that conducted -

Continuing.medical-eduggﬁiépélfﬁoﬁte@m:Mi&h§§;~Helin¥ trustee and i
executive director of'théfnonpgoﬁgt'qorporatiqnp.was also:a shareholder-:

and president of H.& C.Touks,’ a travel agency. ' Th¢ Foundation used H‘&ﬂ'
@ tours for all travel.arrangements. The Foundati6n did not'solicit ..~ -.

competitive bids from“any entity othér than H &.C Tours.. 1In holdingi@£:~

the Foundation rot.-to:be éxempt), the Court stated:

~
oy




manner in whidﬁ'phe'gctﬁvi;iﬁsroﬁ“a.relatedﬁbrganizatioﬁVHre%ﬁa
carried on, the lqg;e:&gngp;zagionﬁis'nptgope;atgd,qxclusively; ’
for exempt purpogggjq@phiqztthme&ningquzsectionzsai(CI(ai;'évé I
if it furthers othé%“e;gmp;?purposea,{;.' R VR P

Revenue Ruling 69~266,;i?@%ﬁlgC;pﬁ';Slﬁbolds,:hatwé rnionprofit .- .- A
organization formed -and gpnt;ﬁl;eq'byﬁagphﬁsician, *hired" to conduct:’: -
research programs conbiatingléﬁﬂéxaﬁin@pg.ghdttreating'patients who are -*
charged the pxevailing.felefQﬁ¢sérviQeBﬁfgﬁdg:édujis:nop-exempt under -
section 501 (c) (3) of the cggl.g.._:..._:rh"e.'rev_enue_'-x'?ulin'gj'&ohdludés_th'eit'the,-:‘v,'~
operation of the medﬁcal'prgé;iqetgqqsqnat,differﬁaignifiéantly from ...

the:iprivate practicg_gﬁ.quigipeiz%The,brganizationgs;primafy,funcﬁiohwmn
is to serve the private'interqstﬁgfhits;creator rather ‘than.a. publife
nterest. CE T AT e T T IR
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ds that it shp 1 be*gﬁén;gd:egempti¢n~bas¢aﬁéﬁﬁthé$‘
tieg cts:dre charitable;ﬁ:In'a;téléﬁhpﬁéfyjag
,-hegg;atedfthat‘hegﬁidinotﬁwént=co'- =
:pgfsonq;who}may;nqt know i ;

) ng .2 ; L-care facility.' He further . %."

indicated that it Wstneceasipy.to;progéct his private ‘interests in the- "
building and that the faéiliQX:wqgld'remainrfor profit. ‘He:stated that.
due to the way the facili;y*qabubpq;ated'thag,bn the surface it ‘was ..
difficult to distinguiah'thésgichfldrén; ho' have: been placed 'with the " -

The organization hol
fact that the activi,
conversation with
release control o

for profit from thoge placed. with ‘the nonprofit bysithat cro books” and ..

records separate them,.:He~qt&téd>ﬁﬁat1§heqérgani‘.tibgﬂwas continually,
Seeking a separate lecaticn.Qgﬁﬂhas;ﬁéggyet"been able to find one-due:-: ;*
to the popularity and intergst?dﬁ}@tpqr{oxgaqizaticps_in obtaining .
Title IV-E eligible childrén; .. by T e T s P A

B .r Sl . N Y . IR
. Y LR B, . ., : .
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Based on the facts prebenﬁeaf556§éﬁﬁﬁézhold}ﬁhétuy6Qrfprgénizg§i§ﬁ?ﬁpe§?}
not meet the operational bthxfgr.expmptignpﬁpdgnpseption §Q¥X¢)43)?9ﬁ3x5
the Code. - R YIS R » o

A
L

The .role of an employee br”indepgﬁﬁéhb3Eontractq;?pust;be~thatxof;3__q
someone contracted to perﬁoxﬁibpg¢igid%gﬁryi¢g§*pgrsuant"tofagm's;ﬁ¢;ﬁu
length bargaining. When th@uQ@PIGYéé/iﬁdgﬂﬁqdenﬁ*Qpn;raggox"zs found "’
to ge a controlling element;inJghe'arrgngemen;,-prima”fap:g evidencgnngg
inurement exists, and exemp§49ﬁ:gﬁde;5gggg;¢q 501(c) (3) 'of* the Code ;-
will be denied. . C o anEERS L
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is involyed ingﬁcﬁi?{tieshwh;chjare-q substantial part o;,;
your ovganization. Bééédquftheﬁgactsfandﬁdircumgtanges and". R

‘s relaticiiship with the’ for profit and your organlzation,"”
the interescs,ig bothfbggéqizatiqns afe‘iptgrmipgygd.. RN
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Their propristary. interést in i :

from the public interest-that:an
501{c) (3) would be.‘required to se

he e

. ‘can no iéﬁgéf--bé separated
organization described in section .
you. from -being

3 rve, thus precluding .
operated exclusively, for.-exempt' purposes ‘wi thin .the . meaning of: g
1.501(¢) (3) -1 (d) (1) of "the la + The benefits ‘to

t;h-_rough ‘

the management " contract.and the for
substantially from the Jactivities, ca I ] [
Therefore, . even if cha activitiés are conducted, -
the evidence of ',ifx_fuz;emegt‘:'and‘.'p'rivate, benefit precludes ‘exemption under
section 501(c) (3)-of the ‘Cede, .-, - R U L

Further, yecu aréifs‘:':ﬂ:riiiil-gi.;"-;"'t;b:‘:éﬁé ioi*gan‘;lzat‘ibr'x"'E'ié"éé:i:'ibé&: 'i'x'i"tbe;'li"e?ehue." .
Ruling 69-266 in t-l_(_i.a_"t- the activities- conducted ',by,',tljze;,_nopprof.i‘t-” T
organization and private interests are being served. - - s
Accordingly, we conciudethatyou d@_.nbt:"qﬁa"fi”‘fy for exemption ‘under: °
section 501 (c) (3) .of:-“ghg'¢p§e::",'. T PR S S
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